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Colonial Policy for a Modern World—II: The Economic Problem 


The disruption of colonial production and trade by world conditions has focussed attention upon the 


role of dependent areas and peoples in world economy. 


The realization is spreading that their or- 


derly development will benefit the world at large, including their governing states. This week we ex- 
amine and attempt to correlate the facts of colonial economic relations. 


The Real Problem 


“The so-called raw materials problem . . . becomes a 
reality only in times of war.” So wrote Dr. Moritz J. 
Bonn in the Annals of the American Academy of Political 
and Social Science for July, 1943. Dr. Bonn was adviser 
to the Preparatory World Economic Conference in Geneva, 
1932-33. “The real colonial problem of the future,” he 
said, “is quite a different one. Tropical commodities are 
faced today by a steadily increasing competition of syn- 
thetic products which come from the chemist’s laboratory. 
It will be impossible to develop native populations without 
offering them markets for their wares, and to do so at 
remunerative prices may be difficult.” 

H. D. Henderson, who was Joint Secretary of the Eco- 
nomic Advisory Council, in his Colonies and Raw Mate- 
rials (Oxford Pamphlets on World Affairs No. 7) says: 
“One of the problems of world-economics today is the 
excess of supply of ‘primary products’ over demand. Thus 
the supply of raw materials of most types is tending to 
increase more rapidly than before, while the populations 
of the industrial countries are increasing more slowly than 
before, and will soon probably decrease.” The effect is 
accentuated by the rapid growth of colonial populations 
“in relation to their natural resources,” multiplying the 
number of persons seeking a living from production. At 
the same time progress in agricultural and mining tech- 
niques is expanding output in relation to the labor in- 
volved. Therefore “the real problem of raw materials is 
not that of enabling industrial countries to secure adequate 
supplies at reasonable prices; in no previous period of 
history could they be obtained in such abundance at such 
low prices. The real problem is that of securing a square 
deal for the primary producer.” 


The Distribution of Raw Materials 

The outstanding fact of world production is the pre- 
eminence of the United States. The only political unit 
of comparable importance is Great Britain together with 
her Colonial Empire, the Dominions and India. The So- 
viet Union stands in third place. Great Britain, France 
and the Netherlands, with their colonial empires, rank 
next. Canada leads in nickel, asbestos and platinum ; Aus- 
tralia leads in wool; and South Africa has half the world’s 
gold resources. India has all the jute. Germany is the 


world’s largest producer of potash, Japan of silk and 
graphite (in Korea), and Italy is second in several minor 
commodities. 

In Raw Materials and the Colonies (1936) the Royal 
Institute of International Affairs lists as follows those 
materials of which at least 20 per cent of the world’s sup- 
ply comes from colonies and mandates, with the main ter- 
ritorial sources: “palm and palm kernel oil (99%: Nige- 
ria, Netherlands East Indies, Belgian Congo), rubber 
(96%: British Malaya, N.E.I., Ceylon), copra (64%: 
N.E.L.), tin (57%: British Malaya, N.E.I.), phosphates 
(52% : Tunis, French Morocco, Algeria), graphite (46%: 
Korea, Ceylon, Madagascar), groundnuts (28%: French 
West Africa), copper (21%: Northern Rhodesia, Belgian 
Congo), vanadium (South-West Africa, Northern Rho- 
desia), and sisal (Tanganyika, N.E.I.). If Southern 
Rhodesia were added, her chrome ore (9%) together with 
that of New Caledonia (12%) would qualify this product 
for inclusion in the list.” 

The basic materials of modern industrialism are metals, 
non-metallic minerals, rubber and textile fibres, and vege- 
table oils. Apart from rubber, possibly tin, and in some 
degree copper, none is predominantly produced in colonial 
territory. Copra and palm oil, almost exclusively colonial 
materials, are largely interchangeable with other vegetable 
oils, such as American cotton-seed oil and Indian ground- 
nuts. Coal, oil and electricity are to some extent alterna- 
tively used for fuel and power. Aluminum is adaptable 
and is substituted on a large scale for copper (particularly 
in Germany) and tin. Nine-tenths of the demand for 
nitrates is now supplied by synthetics. Oil is produced 
from coal, especially in Germany, Great Britain and 
France. (Italy lacks coal.) The synthetic production of 
rubber now rivals its natural production in quantity at a 
much lower production cost. The continued pre-eminence 
of colonial production therefore even in rubber and tin 
seems doubtful. 

The only important foodstuffs of which dependent 
areas produce more than 20 per cent are cocoa (74%: 
Gold Coast, Nigeria, French West Africa), tea (48%: 
Ceylon, N.E.I.), cane sugar (36%: West Indies and 
Puerto Rico), and bananas (30%: Jamaica, Canary Is- 
lands and Formosa). The staple items, meat and dairy 
products, come chiefly from New Zealand, Denmark and 
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Argentina, and wheat from Canada, Argentina, Australia, 
the U.S.S.R. and at times the United States. Great Brit- 
ain, according to the Royal Institute’s study, is “‘noto- 
riously” more dependent on imported foodstuffs than any 
other nation in the world. “Even with the help of her 
Colonial Empire she is worse off than Germany, Italy or 
Japan,...” The United States and the Soviet Union 
are net exporters of foodstuffs; Poland and Czechoslo- 
vakia are approximately self-sufficient. Under pressure 
of war Germany can carry on over a considerable period 
without importing foodstuffs. In good harvest years Italy 
is virtually self-supporting. Japan imports only 7 per 
cent. 

A colony usually exports the bulk of its produce. An 
industrial country, on the contrary, may be a large pro- 
ducer and at the same time a net importer of a given 
commodity. For example, although the United States in 
1934 produced 28.4 per cent of the world’s zinc and 
Northern Rhodesia only 1.4 per cent the latter was the 
larger exporter of zinc. For this reason net export figures 
are more revealing than production figures. They are 
also, however, more difficult to arrive at since products 
are not always sent abroad in their crude form. Further- 
more, the situation fluctuates. New discoveries are con- 
tinually being made, first, in the location of resources, sec- 
ondly, in the potentialities of specific materials, and thirdly, 
in chemical substitutes, which may at any time radically 
alter the map of resources. 


The Direction of Colonial Trade 


Figures published by the League of Nations in 1934 
indicate that colonial markets in 1933 represented less 
than 10 per cent of the world market. The Colonial Prob- 
lem (Royal Institute of International Affairs) values colo- 
nial trade in 1934 at 11.1 per cent of world trade, and 
for the year 1938 the Statistical Yearbook of the League 
of Nations 1941-42 gives a figure that amounts to 11.02 
per cent. The proportion of the trade of their colonies 
obtained by the metropolitan powers is indicated in the 
following table. 


Imports and Exports of Colonial Empires and Mandated Terri- 
tories from and to their Metropolitan Countries, expressed as per- 
centages of their Total Imports and Exports, for the year 1935 
except as otherwise specified.* 

Imports into 


Exports from 
Colonial Empire 


Colonial Empire 
United Kingdom: 


Colonies 24.5 per cent 35.8 per cent 

Mandatesb 19.4 40.6 
France: 

Algeria 80.2 85.5 

Other Colonies $2.1 64.2 

Mandates¢ 35.5 51.0 
Netherlands 13.1 22.7 
Belgium 38.3 76.1 
Portugal (1933) 43.0 49,5e 
Italy (1933) 59.3 65.5¢€ 
Japan: 

Colonies 84.8 88.9 

Mandates 95.7 85.8 
United States 

Dependencies (1933)d 80.2 
Germany (1912) 62.1 68.3¢€ 


* Figures taken from tables published by the Royal Institute of 
International Affairs in The Colonial Problem. 

a Including Sudan Condominium and Southern Rhodesia. 

b Including the New Hebrides Condominium. 

¢ Togo and the Cameroons only. 

4 Including the Philippine Islands. e Special trade. 


The original pattern of using political control to insure 
monopoly of colonial trade, it is apparent, has been greatly 


modified. In the British Empire free trade was general 
by 1860. In Dutch dependencies the principle of the open 
door had been adopted by 1886. It is now guaranteed 
by treaty or mandate in the greater part of the African 
dependencies and in Palestine and Syria. * 

Preferential tariffs had reappeared in the British Em- 
pire by the end of World War I and were extended, par- 
ticularly in the interests of the Dominions, by the Ottawa 
Agreements. In 1922 the U. S. Tariff Commission esti- 
mated that preferences extended (by 26 of the 55 British 
colonies) affected only 5 per cent of British colonial trade, 
The proportion is probably much larger now. In general, 
preferences run from 30 to 50 per cent of the general 
tariff, sometimes higher. Quotas have been imposed on 
Japanese textile imports into British colonies not pledged 
to the open door, and in 1933 an emergency quota system 
affecting particularly textiles discriminated against Japan 
in the Dutch Indies. Belgium’s colonies are covered by 
the Congo Basin Treaty which maintains the open door. 

The preference given to trade with France in that 
country’s colonies is considerable, reciprocal free trade in 
large areas equalling 100 per cent preference both ways. 
Aside from mandated and treaty areas only French 
Somaliland maintains the open door. Italy has preferences 
outside the Congo Basin. Spain maintains the open door 
in Morocco by treaty and in the Canary Islands by policy; 
elsewhere preference rules. Portugal’s colonies outside 
the Congo Basin, assimilated Azores and Madeira and 
the free port of Macao, give preferential terms as high as 
50 per cent to Portuguese trade. The open door has not 
been scrupulously observed by Japan in her C Mandates; 
Korea, Formosa and Sakhalin are assimilated. Hawaii is 
assimilated to the United States, and elsewhere in Amer- 
ican colonies import duties favor her products. 

In summary, says the Royal Institute’s Report, “in 
almost all colonial territories not covered by special treaty 
the export trade of the non-colonial powers is restricted; 
as regards the special treaty territories, in the colonies 
the imports are predominantly from the mother country, 
but in the case of the mandates, the mandatory is by no 
means always the chief supplier.” 

The following table indicates the proportion that each 
metropolitan country’s colonial trade bears to its total 
trade. It will be noted that colonial trade is relatively 
more important for France and Japan than for others. 
Great Britain’s trade with the Dominions is four or five 
times that with her colonies. 

Imports and Exports of Metropolitan Countries from and to their 


Colonies, expressed as percentages of their Total Imports and 
Exports, for the year 1935 except as otherwise specified.* 


Imports into Met- Exports from Met- 
ropolitan Country _ropolitan Country 


United Kingdoma 7.0 per cent 10.4 per cent 
France: 
Algeria 1h? 16.6 
Other Colonies 14.0 14.2 
Netherlands (N.E.I. only) 6.1 4.7 
Belgium 7.2 1.0 
Portugal 8.2 12.3 
Italy (1930-34 average) 1.0 4.7 
apan 24.5 23.6 
Spain (1930-34 average) 2.0 49 
United States 48 2.3 
(Philippines only) 
Germany (1913)b 0.5 0.5 


* Figures taken from tables published by the Royal Institute of 
International Affairs in The Colonial Problem. 

aIncluding Protectorates, Southern Rhodesia, and Togoland and 
Cameroons Mandated Territories. > Special trade. 


Figures for 1938 given by Lord Hailey in The Future of 
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Colonial Peoples change the picture but slightly ; for Great 
Britain he reports: imports 8% per cent, exports 12% 
per cent of totals; Netherlands 9 and 10%; Belgium 
8 and 10%; France 27 and 28. 

The trade statistics of individual colonies show the 
effects of heavy preference or exclusion. In 1938 Algeria’s 
imports from and exports to France were respectively 
76.5 and 82.1 per cent of her totals, Tunisia’s 62 and 
55.9, Indo-China’s 52.3 and 48.6, while in the treaty area 
of Morocco the figures were 33.6 and 44.8, with 10.2 per 
cent of imports coming from Japan. Similarly, of Man- 
churia’s imports and exports 73.5 and 50.7 respectively 
were Japanese, and 16.8 per cent of exports went to China. 
Under the Dutch system, on the other hand, only 22.2 
per cent of N.E.I. imports came from Holland and 20.4 
per cent of exports went to the homeland. Other N.E.I. 
figures were: United States 12.6 and 13.6, Japan 15.0 and 
3.1, Germany 10.3 and 3.6, Singapore 7.6 and 16.6. Ma- 
laya imported from the United Kingdom 18.7 per cent 
and exported 14.2 per cent. Almost one-third of her ex- 
ports went to the United States. Over 15 per cent of her 
imports came from Thailand and 27 per cent from the 
Dutch East Indies. 

The picture suggests that propinquity has some effect 
and that it is not only the metropolitan country that bene- 
fits within an empire. The reciprocal trade of the French 
colonies of North Africa is large. The convenience of 
trading within one currency system is an important single 
factor in determining the direction of colonial trade. Use 
of a familiar language and banking customs is probably 
also influential. Shipping facilities may be a factor. Ship- 
ping is an “export commodity” of both Britain and 
France. Government purchases also are apt to set a 
trend, which is doubtless helped along by purchases of 
government employes in the “home” market. 

It is difficult to isolate the unshared benefits which 
derive solely from a country’s relation to a colony. The 
Colonial Problem points out that “just as a part of the 
produce of the colonies is first exported to the metropoli- 
tan country and later re-exported elsewhere, so too the 
colonies often import from the metropolitan country goods 
whose origin is foreign, or partly foreign.” Against the 
advantage in trade that she may derive, moreover, must 
be set her expenditure in the area’s development and the 
losses, which in primitive sections are large, on private 
investments. Profit from investment is generally consid- 
ered a more reliable measure of benefit than trade, since 
trade may go to one country while the return on the in- 
vestment which produced that trade may go to another. 

Capital Investment 

In 1937 the Royal Institute reported that it had been 
“shown that in some colonies considerable amounts of 
capital are derived from foreign sources. There is gen- 
erally no deliberately exclusive policy, and the nationality 
of the capital invested depends on circumstances. In 
French colonies government investment is very heavy and 
consequently French capital is predominant. If the met- 
ropolitan power is poor, foreign capital may be sought 
for initial development of communications, . . . Or the 
capital market in London, New York, Amsterdam, Paris 
or Berlin may have a special interest in a particular com- 
modity. American investment is heavy in the British 
West Indies because of general American interests in 
the area; it is heavy in Netherlands India, probably be- 
cause of American interest in rubber. Generally speak- 
ing, there is no obstacle to investment by any one in pri- 
vate companies occupied in developing natural resources. 
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“But an increasing part of investment in colonies is by 
way of government loans for special purposes, usually 
public utilities—loans granted sometimes on condition 
that materials should be purchased in the metropolitan 
country.” Government capital in 1934 provided nearly 
60 per cent of the total French investment, less than one- 
third of the Belgian and Portuguese, less than one-half 
of the British, and was preponderant in the N.E.L. 

“On their side,’ Lord Hailey adds, “the dependencies 
had obtained the benefit of rates of interest on public 
loans only slightly above those of the United Kingdom 
loans” and much lower than prevailing rates. “Most of 
these [investment] operations,” according to Dr. Bonn, 
“created a kind of international co-partnership, under 
which the sleeping partner provided the sinews of growth 
without which the less advanced countries would have re- 
mained stationary.” Unjust confiscation of foreign in- 
vestments and the repudiation of loans, he adds, have 
reduced actual profits to “very moderate dimensions.” 
The promotion of general access to colonial investment, 
it has been suggested, might be facilitated by the offer for 
public bidding, without discrimination, of government con- 
tracts over a certain figure and by more extensive listing 
of colonial loans on foreign exchanges. 

At present capital for colonial investment must be found 
outside the colony. The corollary is, of course, the export 
of a large portion of its earnings. To correct this situa- 
tion Colonel Stanley, British Secretary of State for the 
Colonies, has suggested “colonial development companies, 
with capital and managerial experience provided by the 
colonial governments, which would enter into partnership 
with the outside investor and gradually pass over their 
own functions to the private investor inside the colony.” 

Restrictions Upon Forciqn Trade and Enterprise 

Restrictions in the colonial economic field are of two 
types, direct and indirect. Direct restrictions take three 
forms: 

1. Discriminatory export duties. In the absence of 
taxation possibilities the bulk of the revenue in little de- 
veloped primary-producing countries must be obtained by 
levies on imports or exports or both. France and Portu- 
gal make discriminatory use of such duties, but neither 
has a monopoly of any raw material. Elsewhere direct 
discrimination is rare. 

2. Restriction on exploitation of resources. In A and 
B Mandates equality of commercial opportunity is guar- 
anteed. In Dutch and British colonies the door is open. 
In the Netherlands Indies 56 per cent of the capital in- 
vested in rubber is foreign, 30 per cent of that in tea, and 
46 per cent in palm oil. (At least one cotton-growing 
concession was granted to Japanese in Dutch New Guinea.) 
In the Dutch colonies the only exception is mining and in 
British colonies petroleum. France, Belgium and Portu- 
gal place restrictions on foreign capital, Japan does not 
welcome it, Italian and Spanish possessions do not at- 
tract it. 

3. International schemes of commodity control. These 
may take the form of agreements between governments or 
producers’ associations. By raising prices they act to some 
extent as restrictions upon access to raw materials. They 
have been applied to rubber, tin, potash, nitrates, copper, 
lead, zinc, wood-pulp, sawn wood-goods, cotton, alumi- 
num, and steel. The aims were (1) to avoid a long period 
of dislocation and price instability caused by productive 
expansion during war, and (2) to enable producers to 
weather the contraction of demand caused by the de- 
pression. 
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In return for price stability the consumer pays a higher 
price. International restriction on the production of 
sugar raised the price to colonial producers from the very 
low levels that had prevailed. But preferences given to 
colonial sugar by Great Britain, the United States, and 
France meant that in the early part of 1939, when the 
world price of sugar was £6 10s per ton, the United King- 
dom was paying £11, the United States from £15 to £16, 
and France about £18 per ton for colonial sugar. The 
benefits conferred upon colonies by restriction schemes 
and preferential tariffs constitute a difficulty in returning 
to an open door policy. Direct restrictions, in any case, 
do not appear to be extensive. It is as a potential barrier 
that they are feared. 

Preferential tariffs do not in themselves exclude non- 
participating countries from a commodity market. All are 
free to buy colonial raw materials, and often to outsiders, 
as in the case of sugar, prices are lower than those paid 
by citizens of the country giving the preference. By in- 
creasing the difficulties of non-colonial powers in selling 
their goods to colonies, however, preferences diminish 
their ability to buy. 

A decline in colonial imports from the United Kingdom 
between 1932 and 1934 from 26.5 per cent of the colonial 
total to 25 per cent has been cited as showing that what- 
ever advantage colonial markets afford does not depend 
on preferential tariffs. A substantial share probably arises 
from the export of capital, possibly with conditions at- 
tached, which creates trade connections, as well as from 
those invisible preferences due to the nationality of the 
colonial administration to which we have referred. 


Expansion of World Trade Needed 

Indirect obstacles to participation in colonial trade and 
enterprise, since they operate in a broader field are more 
effective than direct restrictions. As we have noted, re- 
striction upon access to produced supply is slight. Lionel 
Birch in The Demand for Colonies, published by the 
League of Nations Union, points out, however, that “the 
existence of‘even merely protective, as well as preferen- 
tial tariffs in the world as a whole” deprives Italy and 
Germany of some of the advantages of equality. (Italics 
ours.) The reason they cannot buy raw materials is that 
they cannot pay for them in foreign currency. Foreign 
currency can be acquired only by the export of goods and 
services, the raising of foreign credits, or the transfer of 
gold or securities. They are prevented from acquiring 
it by “the tariffs put up against their exports, not only 
by the colonies, but by Britain, the Dominions, the United 
States of America, France—in fact, by almost every na- 

. tion in the world.” Their own fiscal and monetary poli- 
cies, elaborate exchange controls and restrictions on ex- 
porters, have aggravated their situation by raising the 
prices of their exports in terms of foreign currency. 
Japan’s action in allowing the yen to depreciate was a 
major factor in expanding her foreign market. The ex- 
cessive demands made by their armaments industries for 
raw materials further exaggerated the difficulties of all 
three Axis countries. 

Numerous students of the matter have found that col- 
onies offer a real attraction to Germany, Italy and Japan, 
as the British Labour Party says, only as “a closed mar- 
= for capital which is at a disadvantage in the open mar- 

et.” 

Mr. Birch recommends “the institution of some mech- 
anism of international trade which shall be based upon a 
reciprocal trade in goods (and services).” Along with a 
lowering of preferential tariffs, he says, should go a low- 


ering of excessive tariffs everywhere. It should be recog. 
nized that every nation cannot have “a favorable balance 
of trade” and that “large exporting nations should bind 
themselves to take payment in goods and services and 
should abrogate the privilege of either running all other 
countries into debt or upsetting their internal monetary 
arrangements by demanding payment in gold.” Herbert 
Feis, who was for years adviser on international economic 
affairs in the State Department, in his book The Sinews 
of Peace argues that “it is to the increase of production 
within countries and the growth of trade in general be- 
tween them that we must look to provide nations with 
adequate supplies of foodstuffs and raw materials.” 

Mr. Feis finds that “the severity and frequency of re- 
strictions upon or discrimination against foreign capital 
have been on the whole smallest in the territories of the 
Dutch Empire; extensive and burdensome in some parts 
of the British Empire and in some fields of exploitation 
but absent and light in others; substantial in the Belgian 
and Portuguese colonies; comprehensive in the French 
domains and complete in the Japanese.” 

In its pure form, Mr. Feis holds, the doctrine of the 
open door “would provide that the capital and enterprise 
of all countries should have equal opportunity (even with 
the capital and enterprise of the country in whose terri- 
tories the resource existed) to participate in the owner- 
ship and development of natural resources, no matter 
where located, ...”’ Most nations, however, will “and 
often with justification, insist on retaining the right to ex- 
clude foreign capital and enterprise from certain branches 
of production; ...” As long as the open door is not 
generally observed it seems unlikely that countries whose 
main resources lie in colonial areas will relinquish all 
right to exclusion and discrimination there. Some selec- 
tion among applicants would seem to be in the interests 
of the local populations. 

Mr. Feis believes the most useful form of immediate 
action will be found in a series of agreements dealing with 
particular commodity situations. More effective “obser- 
vation” of the conduct of private and governmental colo- 
nial enterprise by some international agency has been 
urged. Moreover, “governments of countries which send 
large quantities of foodstuffs and raw materials into world 
markets are drawing toward a consideration of measures 
whereby they could combine their efforts to protect and 
stabilize the position of producers.” 

The problem is now to provide that return for primary 
products which will permit the standards of colonial life 
to rise. Efforts are being made to extend industrial de- 
velopment in dependent areas, which everywhere tends to 
raise living standards and reduce the rate of population 
growth. Such development would greatly expand the 
world market for manufactured goods. Education must 
be provided, and the needed production skills, in order 
that colonial peoples may be enabled to “stand on their 


own feet” and to protect their interests as equals in the 
markets of the world. 


The Woes of an Editor 


We desire to ease the mental tension of those avid and 
careful readers who were troubled by the word “three” 
in the first paragraph of last week’s issue. The third item, 
crowded out in the galley-proof stage, concerned Bretton 
Woods as the basis of a “case study” for citizenship edu- 
cation. Can we hope that the electorate will become suffi- 
ciently conversant with complicated questions to prevent 
government from becoming more and more bureaucratic? 

333 
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